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BlackRock Diamond Property Fund, Inc. (“BlackRock Diamond”) is a private REIT managed by BlackRock Realty

Advisors, Inc., a subsidiary of the Company’s Manager. The Company invested $100,000 in the BlackRock Diamond. The

Company redeemed $25,000 of its investment on June 30, 2007 and redeemed the remaining $75,000 plus accumulated

earnings on September 30, 2007. Over the life of this investment, the Company recognized a cumulative profit of $34,853,

an annualized return of 20.8%. For the nine months ended September 30, 2007, BlackRock Diamond recorded net income

of $104,369. The Company’s share of BlackRock Diamond’s net income for the nine months ended September 30, 2007

(date of redemption) was $18,790.

On December 22, 2005, the Company entered into an $11,000 commitment to acquire shares of Dynamic India

Fund IV. At December 31, 2007, the Company’s capital committed was $11,000, of which $9,350 had been drawn.

Combined summarized financial information of the unconsolidated equity investments of the Company is as follows:

DECEMBER 31,

2007 2006

Combined Statements of Financial Condition:

Commercial mortgage loans, net $666,107 $ 699,444

Securities available-for-sale, at fair value 23,500 —

Real estate property, at fair value 43,002 680,134

Other assets 64,233 138,060

Total Assets $796,842 $1,517,638

Secured borrowings $413,985 $654,385

Other liabilities 6,062 90,581

Stockholders’ equity 376,795 772,672

Total liabilities and stockholders’ equity $796,842 $1,517,638

The Company’s share of equity $ 99,398 $ 182,147

FOR THE YEAR ENDED DECEMBER 31,

2007 2006 2005

Combined Statements of Operations:

Income $102,793 $95,470 $82,973

Expenses

Interest expense 46,749 42,483 21,834

Operating expenses 27,073 22,506 16,250

Total expenses 73,822 64,989 38,084

Realized/unrealized gain 122,778 57,677 17,124

Net income $151,749 $88,158 $62,013

The Company’s share of net income $ 32,093 $27,431 $12,146
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NOTE 8 SECURITIZATION TRANSACTIONS

During 2005, the Company issued its fifth CDO (“CDO HY2”) and issued non-recourse liabilities with a face

amount of $365,010. In addition, senior investment grade notes with a face amount of $240,134 were issued and sold in

a private placement. The Company retained the floating rate BBB- note, the below investment grade notes and the pre-

ferred shares. The Company recorded CDO HY2 as a secured financing for accounting purposes and consolidated the

assets, liabilities, income and expenses of CDO HY2 until the sale of the floating rate BBB- note in the fourth quarter of

2005, at which point CDO HY2 qualified as a sale under FAS 140. In exchange for a portfolio of CMBS and investment

grade REIT debt with an estimated fair value of $323,103, the Company received cash proceeds of $244,212 as well

as all of the retained interests that had an estimated fair value of $105,025 at December 31, 2005. The total gain from

CDO HY2 of $16,523 is included in sale of securities available-for-sale on the consolidated statement of operations.

The table below summarizes the cash flows received from securitizations during the year ended December 31,

2007, 2006 and 2005, respectively.

2007 2006 2005

Proceeds from securitizations $ — $ — $235,197

Sale of retained interest $ — $ — $ 9,015

Cash flow on retained interests $27,266 $17,951 $ 11,347

Key economic assumptions used in measuring the fair value of the retained interests at the date of the securiti-

zation were as follows:

Subordinated Debt 2005 2004

Weighted average life 9.9 years n/a

Subordinated discount rate 12.1% n/a

Preferred Equity 2005 2004

Expected life 18.2 years 11.5 years

Preferred equity discount rate 4.9% 67.4%

When measuring the fair value of the retained interests, the Company estimates credit losses and the timing of

losses for each loan underlying the CMBS, collateral, and accordingly, does not apply a constant default rate to the port-

folio. At December 31, 2007, 2006, and 2005, the amortized costs of the retained interests were $61,205, $111,076, and

$119,003, with an estimated fair value of $35,055, $114,142, and $121,159, respectively, based on key economic assump-

tions. The sensitivity of the retained interest to immediate adverse changes in those assumptions follows:

2007 2006 2005

Reduction of net income per share:

50% adverse change in credit losses $0.09 $0.12 $0.09

100% adverse change in credit losses $0.18 $0.24 $0.18

EITF 99-20 impairment net income per share:

50% adverse change in credit losses $0.61 $0.05 $0.03

100% adverse change in credit losses $0.61 $0.05 $0.03
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These sensitivities are hypothetical and changes in fair value based on a variation in key assumptions generally

cannot be extrapolated because the relationship of the change in assumption to the change in fair value may not be

linear. This non-linear relationship exists because the Company applies its key assumptions on a loan-by-loan basis to the

assets underlying the CMBS collateral. The Company reviews all major assumptions periodically using the most recent

empirical and market data available and makes adjustments where warranted.

NOTE 9 REAL ESTATE, HELD-FOR-SALE

SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets specifies that long-lived assets to

be disposed by sale, which meet certain criteria, should be classified as real estate held-for-sale and measured at the lower

of its carrying amount or fair value less costs of sale. In addition, depreciation is not recorded on real estate held-for-sale.

On March 6, 2006, the Company purchased a defaulted loan from a Controlling Class CMBS trust. The loan was

secured by a first mortgage on a multi-family property in Texas. Subsequent to the loan purchase, the property was

acquired by the Company at foreclosure. The Company sold the property during the second quarter of 2006 and recorded

a gain from discontinued operations of $1,366 on the consolidated statement of operations.

NOTE 10 BORROWINGS

The Company’s borrowings consist of reverse repurchase agreements, credit facilities, CDOs, senior unsecured

notes, senior convertible notes, junior unsecured notes, junior subordinated notes, and commercial mortgage loan pools.

Certain information with respect to the Company’s borrowings at December 31, 2007 is summarized as follows:

Outstanding Weighted Average Weighted Average Estimated Fair Value
Borrowing Type Borrowings Borrowing Rate Remaining Maturity of Assets Pledged

Reverse repurchase agreements $ 80,119 5.44% 7 days $ 93,116

Credit facilities 671,601 6.06 1.2 years 969,140

Commercial mortgage loan pools 1,219,095 3.99 4.9 years 1,240,793

CDOs 1,823,328 6.11 4.8 years 2,014,047

Senior unsecured notes 162,500 7.59 9.3 years —

Junior unsecured notes 73,103 6.56 14.3 years —

Senior convertible notes 80,000 11.75 19.7 years —

Junior subordinated notes 180,477 7.64 28.1 years —

Total Borrowings $4,290,223 5.72% 6.4 years $4,317,096
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At December 31, 2007, the Company’s borrowings had the following remaining maturities:

60 Days to
Within 31 to Less than 1 Year to 3 Years to Over

Borrowing Type 30 Days 59 Days 1 Year 3 Years 5 Years 5 Years Total

Reverse repurchase agreements $80,119 $ — $ — $ — $ — $ — $ 80,119

Credit facilities — — 261,892 409,709 — — 671,601

Commercial mortgage loan pools — 17,932 44,270 368,433 130,683 657,777 1,219,095

CDOs — 16,736 16,433 149,544 548,800 1,091,815 1,823,328

Senior unsecured notes — — — — — 162,500 162,500

Senior convertible notes — — — — — 80,000 80,000

Junior unsecured notes — — — — — 73,103 73,103

Junior subordinated notes — — — — — 180,477 180,477

Total Borrowings $80,119 $34,668 $322,595 $927,686 $679,483 $2,245,672 $4,290,223

Information with respect to the Company’s borrowings at December 31, 2006 is summarized as follows:

Outstanding Weighted Average Weighted Average Estimated Fair Value of
Borrowing Type Borrowings Borrowing Rate Remaining Maturity Assets Pledged

Reverse repurchase agreements $ 799,669 5.37% 78 days $ 854,074

Credit facilities 75,447 6.69 193 days 88,876

Commercial mortgage loan pools 1,250,503 3.99 5.8 years 1,271,014

CDOs 1,812,574 6.02 7.0 years 2,096,455

Senior unsecured notes 75,000 7.20 10.0 years —

Junior subordinated notes 180,477 7.64 29.1 years —

Total Borrowings $4,193,670 5.39% 6.3 years $4,310,419

At December 31, 2006, the Company’s borrowings had the following remaining maturities:

60 Days
Within 31 to to Less than 1 Year to 3 Years to Over

Borrowing Type 30 Days 59 Days 1 Year 3 Years 5 Years 5 Years Total

Reverse repurchase agreements $18,700 $— $780,969 $ — $— $ — $ 799,669

Credit facilities 27,569 — 33,893 13,985 — — 75,447

Commercial mortgage loan pools — — — — — 1,250,503 1,250,503

CDOs* — — — — — 1,812,574 1,812,574

Senior unsecured notes — — — — — 75,000 75,000

Junior subordinated notes — — — — — 180,477 180,477

Total Borrowings $46,269 $— $814,862 $13,985 $— $3,318,554 $4,193,670

REVERSE REPURCHASE AGREEMENTS AND CREDIT FACILITIES

The Company has entered into reverse repurchase agreements to finance most of its securities available-for-sale

that are not financed under its credit facilities or CDOs. The reverse repurchase agreements bear interest at a LIBOR-based

variable rate.

Under the credit facilities and the reverse repurchase agreements, the respective lender retains the right to mark

the underlying collateral to estimated fair value. A reduction in the value of pledged assets would require the Company to
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provide additional collateral or fund margin calls. From time to time, the Company may be required to provide additional

collateral or fund margin calls. The Company received and funded margin calls totaling $82,570 during 2007, $73,793 from

January 1, 2008 through March 10, 2008, and will fund another $11,118 on March 14, 2008.

The Company’s credit facilities can be used to replace existing reverse repurchase agreement borrowings and to

finance the acquisition of mortgage-backed securities and commercial real estate loans. Outstanding borrowings bear

interest at a LIBOR-based variable rate. The following table summarizes the Company’s credit facilities at December 31,

2007 and 2006.

DECEMBER 31, 2007 DECEMBER 31, 2006

Unused Unused
Maturity Facility Total Borrowing Facility Total Borrowing

Date Amount Borrowings Capacity Amount Borrowings Capacity

Bank of America, N.A.(1) 9/18/09 $275,000 $211,088 $ 63,912 $ — $ — $ —

Deutsche Bank, AG(2) 12/20/08 200,000 174,186 25,814 200,000 49,398 150,602

Bank of America, N.A.(3) 9/17/08 100,000 87,706 12,294 100,000 — 100,000

Morgan Stanley Bank(3) (4) 2/16/08(5) 300,000 198,621 101,379 200,000 13,985 186,015

Greenwich Capital, Inc. 7/7/07 — — — 75,000 12,064 —

$875,000 $671,601 $203,399 $575,000 $75,447 $436,617

(1) USD only
(2) Multicurrency
(3) Non-USD only
(4) Can be increased up to $15,000 based on the change in exchange rates of the non-US dollar loans. However, any amounts drawn under this provision

must be repaid in ninety days.
(5) Renewed on February 15, 2008 until February 7, 2009.

During the second quarter of 2007, the Company entered into a $150,000 committed U.S. dollar and non-U.S.

dollar credit facility with Lehman Commercial Paper, Inc. The facility matured and was fully repaid on August 23, 2007.

On July 20, 2007, the Company entered into a $200,000 committed U.S. dollar facility with Bank of America, N.A.

During the third quarter of 2007, the Company increased the commitment to $275,000.

On July 20, 2007, the Company amended its $200,000 committed non-U.S. dollar credit facility with Morgan Stanley

Bank. The amendment increases the committed facility to $300,000. The amendment also allows for borrowings in Japanese

Yen to fund the Company’s Yen-denominated asset acquisitions. (See February 15, 2008 renewal discussion below.)

On August 27, 2007, the Company borrowed $50,000 from KeyBank National Association. The loan was secured

by a pledge of all of the Company’s ownership interest in the redemption proceeds of BlackRock Diamond and was repaid

in full in October 2007.

On October 22, 2007, the Company notified Deutsche Bank, AG that it had elected to extend the $200,000 credit

facility for one year and the new maturity date will be December 20, 2008. In connection with this extension, the Company

is required to amortize the loan by 50% in June 2008 and by 25% in September 2008. The remaining 25% is due in

December 2008.

The Company is subject to financial covenants in its credit facilities.

On December 28, 2007, the Company received a waiver from its compliance with the tangible net worth covenant

at December 31, 2007 from Bank of America, N.A., the lender, under a $100,000 multicurrency secured credit facility.

Without the waiver, the Company would have been required to maintain tangible net worth of at least $520,416 at

December 31, 2007 pursuant to the covenant. On January 25, 2008, this lender agreed to amend the covenant so that
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the Company would be required to maintain tangible net worth at the end of each fiscal quarter of not less than the sum

of (i) $400,000 plus (ii) an amount equal to 75% of any equity proceeds received by the Company on or after July 20, 2007.

As a result of the aforementioned waiver, the most restrictive covenants at December 31, 2007 were as follows:

(1) net tangible net worth of $400,000 determined based on GAAP increased by 75% of any future preferred and common

stock issuances by the Company, (2) a maximum recourse debt-to-equity ratio of 3.0 to 1.0, (3) a minimum unrestricted

cash requirement of $10,000, (4) a minimum debt service coverage ratio of 1.2 to 1.0 and (5) minimum net income for two

consecutive quarters of more than one dollar. At December 31, 2007, the Company was in compliance with the afore-

mentioned financial covenants.

On February 15, 2008, Morgan Stanley Bank agreed to renew its $300,000 non-USD facility until February 7, 2009.

In connection with this extension, certain financial covenants were added or modified so that: (i) the Company is required

to have a minimum debt service coverage ratio of 1.4 to 1.0 for any calendar quarter, (ii) on any date, the Company’s tan-

gible net worth shall not decline 20% or more from its tangible net worth as of the last business day in the third month

preceding such date, (iii) on any date, the Company’s tangible net worth shall not decline 40% or more from its tangible

net worth as of the last business day in the twelfth month preceding such date, (iv) on any date, the Company’s tangible

net worth shall not be less than the sum of $400,000 plus 75% of any equity offering proceeds received from and after

February 15, 2008, (v) at all times, the ratio of the Company’s total indebtedness to tangible net worth shall not be greater

than 3:1 and (vi) the Company’s liquid assets (as defined in the related guaranty) shall not at any time be less than 5% of

its mark-to-market indebtedness (as defined in the related guaranty), subject to certain exceptions before March 31, 2008.

Mark-to-market indebtedness is generally defined under the related guaranty to mean short-term liabilities that have a

margin call feature. As of December 31, 2007, $751,721 of the Company’s short-term debt had a margin call feature.

If the liquid assets covenant had been in effect as of December 31, 2007, the Company would have been required to have

an unrestricted cash balance of $37,586.

CDOS

On May 29, 2002, the Company issued ten tranches of secured debt through its first CDO (“CDO I”). In this trans-

action, a wholly owned subsidiary of the Company issued debt in the par amount of $419,185 secured by the subsidiary’s

assets. The adjusted issue price of the CDO I debt at December 31, 2007 was $396,176. Five tranches were issued at a

fixed rate coupon and five tranches were issued at a floating rate coupon with a combined weighted average remaining

maturity of 1.0 year at December 31, 2007. All floating rate coupons were swapped to fixed rate coupons resulting in a

total fixed rate cost of funds for CDO I of approximately 7.2%. The Company incurred $9,890 of issuance costs that are

being amortized over the weighted average life of CDO I. CDO I was structured to match fund the cash flows from a sig-

nificant portion of the Company’s CMBS and investment grade REIT debt. The par amount at December 31, 2007 of

the collateral securing CDO I consisted of 77.8% CMBS rated B or higher and 22.2% REIT debt rated BBB or higher.

At December 31, 2007, the collateral securing CDO I had a fair value of $495,549.

On December 10, 2002, the Company issued seven tranches of secured debt through its second CDO

(“CDO II”). In this transaction, a wholly owned subsidiary of the Company issued debt in the par amount of $280,783

secured by the subsidiary’s assets. In July 2004, the Company sold a CDO II bond with a par of $12,850 that it had pre-

viously retained. Before the sale of this security, the Company amended the indenture to reduce the coupon from 9.0%

to 7.6%. The adjusted issue price of the CDO II debt at December 31, 2007 is $291,991. Five tranches were issued at a

fixed rate coupon and three tranches were issued at a floating rate coupon with a combined weighted average remaining

maturity of 3.8 years at December 31, 2007. All floating rate coupons were swapped to fixed rate coupons resulting in a

total fixed rate cost of funds for CDO II of approximately 5.9%. The Company incurred $6,004 of issuance costs that are

being amortized over the weighted average life of CDO II. CDO II was structured to match fund the cash flows from

a significant portion of the Company’s CMBS and investment grade REIT debt. The par amount at December 31, 2007 of

the collateral securing CDO II consisted of 83.1% CMBS rated B or higher and 16.9% REIT debt rated BBB or higher.

At December 31, 2007, the collateral securing CDO II had a fair value of $339,363.
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On March 30, �004, the Company issued eleven tranches of secured debt through its third CDO (“CDO III”).

In this transaction, a wholly owned subsidiary of the Company issued secured debt in the par amount of $37�,456 secured

by the subsidiary’s assets. The adjusted issue price of the CDO III debt at December 31, �007 is $376,58�. Five tranches

were issued at a fixed rate coupon and six tranches were issued at a floating rate coupon with a combined weighted aver-

age remaining maturity of 5.5 years at December 31, �007. All floating rate coupons were swapped to fixed rate coupons

resulting in a total fixed rate cost of funds for CDO III of approximately 5.0%. The Company incurred $�,006 of issuance

costs that will be amortized over the weighted average life of CDO III. CDO III was structured to match fund the cash flows

from a significant portion of the Company’s CMBS and investment grade REIT. The par amount at December 31, �007 of

the collateral securing CDO III consisted of 87.�% CMBS rated B or higher and 1�.1% REIT debt rated BBB or higher.

At December 31, �007, the collateral securing CDO III had a fair value of $375,611.

On May �3, �006, the Company issued nine tranches of secured debt through its sixth CDO (“CDO HY3”). In this

transaction, a wholly owned subsidiary of the Company issued secured debt in the par amount of $417,000 secured by

the subsidiary’s assets. The adjusted issue price of the CDO HY3 debt at December 31, �007 is $373,330. Three tranches

were issued at a fixed rate coupon and six tranches were issued at a floating rate coupon with a combined weighted aver-

age remaining maturity of 7.� years at December 31, �007. All floating rate coupons were swapped to fixed rate coupons

resulting in a total fixed rate cost of funds for CDO HY3 of approximately 6.3%. The Company incurred $7,057 of issuance

costs that will be amortized over the weighted average life of CDO HY3. CDO HY3 was structured to match fund the cash

flows from a significant portion of the Company’s CMBS and commercial real estate loans. The par amount at Decem-

ber 31, �007 of the collateral securing CDO HY3 consisted of 50.7% CMBS rated B or higher and 40.8% commercial real

estate loans. At December 31, �007, the collateral securing CDO HY3 had a fair value of $348,671.

On December 14, �006, the Company closed its seventh CDO (“Euro CDO”). The Euro CDO sold €�63,500 of

non-recourse debt at a weighted average spread to Euro Libor of 60 basis points. The €�63,500 consists of €�51,000 of

investment grade debt at a weighted average spread to Euro Libor of 50 basis points and €1�,500 of below investment

grade debt. The Company retained an additional €1�,500 of below investment grade debt and all of Euro CDO’s preferred

shares. The Company incurred €3,48� of issuance costs that will be amortized over the weighted average life of the Euro

CDO. At December 31, �007, the collateral securing The Euro CDO had a fair value of $454,855.

TRUST PREFERRED SECURITIES

On September �6, �005, the Company issued $75,000 of trust preferred securities through its wholly owned sub-

sidiary, Anthracite Capital Trust I, a Delaware statutory trust (“Trust I”). The trust preferred securities have a thirty-year term

ending October 30, �035 with interest at a fixed rate of 7.4�7% for the first ten years and at a floating rate of three-month

LIBOR plus �.�% thereafter. The trust preferred securities can be redeemed at par by the Company beginning in October

�010. Trust I issued $�,380 aggregate liquidation amount of common securities, representing 100% of the voting com-

mon stock of Trust I, to the Company for a purchase price of $�,380. The Company realized net proceeds from this offer-

ing of approximately $7�,618.

On January 31, �006, the Company issued $50,000 of trust preferred securities through its wholly owned sub-

sidiary, Anthracite Capital Trust II, a Delaware statutory trust (“Trust II”). The trust preferred securities have a thirty-year

term ending April 30, �036 with interest at a fixed rate of 7.73% for the first ten years and at a floating rate of three-month

LIBOR plus �.7% thereafter. The trust preferred securities can be redeemed at par by the Company beginning in April

�011. Trust II issued $1,550 aggregate liquidation amount of common securities, representing 100% of the voting com-

mon stock of Trust II to the Company for a purchase price of $1,550. The Company realized net proceeds from this offer-

ing of approximately $48,4�1.

On March 16, �006, the Company issued $50,000 of trust preferred securities through its wholly owned subsidiary,

Anthracite Capital Trust III, a Delaware statutory trust (“Trust III” and collectively with Trust I and Trust II, the “Trusts”).

��
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The trust preferred securities have a thirty-year term ending March 15, 20�6 with interest at a fixed rate of 7.77% for the

first ten years and at a floating rate of three-month LIBOR plus 2.7% thereafter. The trust preferred securities can be

redeemed at par by the Company beginning in March 2011. Trust III issued $1,547 aggregate liquidation amount of com-

mon securities, representing 100% of the voting common stock of Trust III to the Company for a purchase price of $1,547.

The Company realized net proceeds from this offering of approximately $48,4�5.

The Trusts used the proceeds from the sale of the trust preferred securities and the common securities to pur-

chase the Company’s junior subordinated notes. The terms of the junior subordinated notes match the terms of the trust

preferred securities. The notes are subordinate and junior in right of payment to all present and future senior indebtedness

and certain other of our financial obligations.

The Company’s interests in the Trusts are accounted for using the equity method and the assets and liabilities of

the Trusts are not consolidated into the Company’s financial statements. Interest on the junior subordinated notes is

included in interest expense on the consolidated statements of operation while the common securities are included as a

component of other assets on the Company’s consolidated statements of financial condition.

SENIOR UNSECURED NOTES

During October 2006, the Company issued $75,000 of unsecured senior notes due in 2016 with a weighted aver-

age cost of funds of 7.21%. The unsecured senior notes can be redeemed in whole by the Company subject to certain

provisions, which could include the payment of fees.

During 2007, the Company issued $87,500 of senior unsecured notes due in 2017. The notes bear interest at

a weighted average fixed rate of 7.��% until July 2012 and thereafter at a rate equal to �-month LIBOR plus 2.55%.

The senior unsecured notes contain a covenant whereby total borrowings cannot exceed �5% of the sum of total borrow-

ings plus stockholders’ equity and the Company must maintain a minimum net worth of $400,000. The senior unsecured

notes can be redeemed in whole by the Company subject to certain provisions, which could include the payment of fees.

SENIOR CONVERTIBLE NOTES

On August 2�, 2007 and September 10, 2007, the Company completed an offering for a total of $80,000 aggre-

gate principal amount of convertible senior notes due in 2027. The notes bear interest at a rate of 11.75% per annum and

are convertible only under certain conditions, including a 20-day period of trading above $14.02 per share, as adjusted.

The initial conversion rate of �2.7085 shares of Common Stock per $1,000 principal amount of notes (equal to an initial

conversion price of approximately $10.7� per share) represented a premium of 17.5% to the last reported sale price of

the Company’s Common Stock on August 2�, 2007 of $�.18.

Holders of convertible senior notes have the right to require the Company to repurchase their notes on Septem-

ber 1, 2012, September 1, 2017 and September 1, 2022 for a cash price equal to 100% of the principal amount of the

notes to be purchased, plus accrued and unpaid interest. The Company may redeem the notes, in whole or in part, from

time to time, (i) on or after September 1, 2012 or (ii) to preserve its status as a REIT, at 100% of the principal amount of

the notes to be redeemed, plus accrued and unpaid interest.

JUNIOR UNSECURED NOTES

During April 2007, the Company issued €50,000 junior subordinated notes due in 2022. The notes bear interest

at a rate equal to �-month Euribor plus 2.6%. The notes can be redeemed in whole by the Company subject to certain

provisions. The Company has the option to redeem all or a portion of the notes at any time on or after April �0, 2012 at a

redemption price equal to 100% of the principal amount thereof plus accrued and unpaid interest through but excluding

the redemption date.

��
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NOTE 11 FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents the notional amount, carrying value and estimated fair value of financial instruments

at December 31, 2007 and 2006:

DECEMBER 31, 2007 DECEMBER 31, 2006

Notional Carrying Estimated Notional Carrying Estimated
Amount Value Fair Value Amount Value Fair Value

Securities available-for-sale $ — $2,266,130 $2,266,130 $ — $2,615,856 $2,615,856

Securities held-for-trading — 18,204 18,204 — 154,587 154,587

Commercial mortgage loan pools — 1,240,793 1,240,793 — 1,271,014 1,271,014

Commercial mortgage loans — 983,387 973,750 — 481,745 476,059

Secured borrowings — 751,721 751,721 — 875,116 875,116

CDO borrowings — 1,823,328 1,598,526 — 1,812,574 1,834,787

Commercial mortgage loan
pool borrowings — 1,219,094 1,219,094 — 1,250,503 1,250,503

Senior unsecured notes — 162,500 114,473 — 75,000 68,949

Senior convertible notes — 80,000 70,186 — — —

Junior unsecured notes — 73,103 44,833 — — —

Junior subordinated notes — 180,477 103,312 — 180,477 160,155

Currency forward contracts — 4,041 4,041 — (2,659) (2,659)

Currency swap agreements — (2,093) (2,093) — (240) (240)

Interest rate swap agreements 2,604,649 (39,347) (39,347) 2,983,144 15,274 15,274

LIBOR cap 85,000 195 195 85,000 (38) (38)

Notional amounts are a unit of measure specified in a derivative instrument. The estimated fair values of the

Company’s securities available-for-sale, securities held-for-trading, currency forward contracts and interest rate swap

agreements are based on market prices provided by certain dealers who make markets in these financial instruments.

The estimated fair values reported reflect estimates and may not necessarily be indicative of the amounts the Company

could realize in a current market exchange. Commercial mortgage loans and secured borrowings are floating rate instru-

ments, and based on these terms, their carrying values approximate fair value.

NOTE 12 PREFERRED STOCK

On February 12, 2007, the Company issued $86,250 of Series D Cumulative Redeemable Preferred Stock

(“Series D Preferred Stock”), including $11,250 of Series D Preferred Stock sold to underwriters pursuant to an over-

allotment option. The Series D Preferred Stock will pay an annual dividend of 8.25%. Net proceeds from the offering

were $83,259.

At December 31, 2007, the Company had 90,944,003 authorized and un-issued shares of preferred stock.
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NOTE 13 COMMON STOCK

The following table summarizes Common Stock transactions for the years ended December 31, 2007 and 2006:

2007 2006

Shares Net Proceeds Shares Net Proceeds

Dividend Reinvestment and Stock
Purchase Plan (the “Dividend
Reinvestment Plan”) 327,928 $ 3,087 608,747 $ 6,517

Follow-on offerings 5,750,000 62,412 — —

Share repurchase (1,307,189) (12,100) — —

Sales agency agreement 147,700 1,723 664,900 8,529

Director compensation 5,000 42 5,000 64

Incentive fees* 220,440 2,657 189,077 2,100

Incentive fees—stock based* 289,155 3,470 — —

Stock options — — 24,700 209

Total 5,433,034 $ 61,291 1,492,424 $17,419

* See Note 14 of the consolidated financial statements, Transactions with Related Parties, for a further description of the Company’s Management Agreement.

On June 12, 2007, the Company completed a follow-on offering of 5,750,000 shares of its Common Stock at a

price of $11.75, which included a 15% option to purchase additional shares exercised by the underwriter. Net proceeds

(after deducting underwriting fees and expenses) were approximately $62,412.

Utilizing a portion of the net proceeds from the convertible senior notes offering, the Company repurchased

1,307,189 shares of Common Stock on August 29, 2007 with a value of $12,100.

The following table summarizes dividends declared and paid by the Company for the years ended December 31,

2007, 2006 and 2005:

Dividend Dividend Declared Paid in Paid in
Year Declared per Share Current Year Subsequent Year

2007 $74,083 $1.19 $55,104 $18,979(1)

2006 $66,017 $1.15 $49,246 $16,771(2)

2005 $61,168 $1.12 $45,394 $15,774(2)

(1) Paid on January 31
(2) Paid on February 1

Dividends related to 2007, 2006 and 2005 were 100% ordinary income.
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NOTE 14 TRANSACTIONS WITH RELATED PARTIES

The Company has a Management Agreement, an administrative services agreement and an accounting services

agreement with the Manager, the employer of certain directors and all of the officers of the Company, under which the

Manager and the Company’s officers manage the Company’s day-to-day investment operations, subject to the direction

and oversight of the Company’s Board of Directors. Pursuant to the Management Agreement and these other agreements,

the Manager and the Company’s officers formulate investment strategies, arrange for the acquisition of assets, arrange

for financing, monitor the performance of the Company’s assets and provide certain other advisory, administrative and

managerial services in connection with the operations of the Company. For performing certain of these services, the

Company pays the Manager under the Management Agreement a base management fee equal to 2.0% of the quarterly

average total stockholders’ equity for the applicable quarter.

The Manager is entitled to receive an incentive fee under the Management Agreement equal to 25% of the amount

by which the rolling four-quarter GAAP net income before the incentive fee exceeds the greater of 8.5% or 400 basis points

over the ten-year Treasury note multiplied by the adjusted per share issue price of the Company’s Common Stock ($11.33

adjusted per share issue price at December 31, 2007). Additionally, up to 30% of the incentive fees earned in 2006 or after

may be paid in shares of the Company’s Common Stock subject to certain provisions under a compensatory deferred

stock plan approved by the stockholders of the Company in 2007. The Board of Directors also authorized a stock based

incentive plan pursuant to which one-half of one percent of common shares outstanding are paid to the Manager at the

end of each calendar year. 289,155 shares were paid to the Manager on March 30, 2007.

The Company’s unaffiliated directors approved an extension of the Management Agreement to March 31, 2008

at the Board’s March 2007 meeting.

The following is a summary of management and incentive fees incurred for the years ended December 31, 2007,

2006, and 2005:

FOR THE YEAR ENDED DECEMBER 31,

2007 2006 2005

Management fee $13,468 $12,617 $10,974

Incentive fee 5,645 5,919 4,290

Incentive fee—stock based 2,427 2,761 —

Total management and incentive fees $21,540 $21,297 $15,264

At December 31, 2007, 2006, and 2005, respectively, management and incentive fees of $7,067, $8,989, and

$5,734 remain payable to the Manager and are included on the consolidated statement of financial condition as a com-

ponent of other liabilities.

The Company has administration and accounting services agreements with the Manager. Under the terms of the

administration agreement, the Manager provides financial reporting, audit coordination and accounting oversight services

to the Company. Under the terms of the accounting services agreement, the Manager provides investment accounting

services to the Company. For the years ended December 31, 2007, 2006, and 2005, the Company paid administration

and accounting service fees of $473, $234, and $209, respectively, which are included in general and administrative

expense on the consolidated statement of operations.
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The special servicer on 33 of the Company’s 39 Controlling Class trusts is Midland, a wholly owned indirect

subsidiary of PNC Bank, and therefore a related party to the Manager. The Company’s fees for Midland’s services are at

market rates.

The Company invested $100,000 in the BlackRock Diamond Fund. The Company redeemed $25,000 of its invest-

ment in BlackRock Diamond on June 30, 2007 and redeemed the remaining $75,000 plus accumulated earnings on

September 30, 2007. Over the life of this investment, the Company recognized a cumulative profit of $34,853, an annual-

ized return of 20.8%. The Company did not incur any additional management or incentive fees to the Manager or its affil-

iates related to its investment in BlackRock Diamond.

During 2001, the Company entered into a $50,000 commitment to acquire shares in Carbon I, a private commer-

cial real estate income opportunity fund managed by the Manager. The Carbon I investment period ended on July 12, 2004

and the Company’s investment in Carbon I at December 31, 2007 was $1,636. The Company does not incur any addi-

tional management or incentive fees to the Manager related to its investment in Carbon I. At December 31, 2007, the

Company owned approximately 20% of the outstanding shares in Carbon I.

The Company entered into an aggregate commitment of $100,000 to acquire shares in Carbon II, a private com-

mercial real estate income opportunity fund managed by the Manager. The final obligation to fund capital of $13,346 was

called on July 13, 2007. At December 31, 2007, the Company’s investment in Carbon II was $97,762. The Company does

not incur any additional management or incentive fees to the Manager related to its investment in Carbon II. At Decem-

ber 31, 2007, the Company owned approximately 26% of the outstanding shares in Carbon II. The Company’s unaffiliated

directors approved this transaction in September 2004.

During 2000, the Company completed the acquisition of CORE Cap, Inc. At the time of the CORE Cap, Inc. acqui-

sition, the Manager agreed to pay GMAC (CORE Cap, Inc.’s external advisor) $12,500 over a ten-year period (“Installment

Payment”) to purchase the right to manage the Core Cap, Inc. assets under the existing management contract (“GMAC

Contract”). The GMAC Contract had to be terminated in order to allow the Company to complete the merger, as the

Company’s management agreement with the Manager did not provide for multiple managers. As a result the Manager

offered to buy out the GMAC Contract as the Manager estimated it would receive incremental fees above and beyond the

Installment Payment, and thus was willing to pay for, and separately negotiate, the termination of the GMAC Contract.

Accordingly, the value of the Installment Payment was not considered in the Company’s allocation of its purchase price

to the net assets acquired in the acquisition of CORE Cap, Inc. The Company agreed that should the Management Agree-

ment with its Manager be terminated, not renewed or not extended for any reason other than for cause, the Company

would pay to the Manager for services to be performed an amount equal to the remaining Installment Payment less the

sum of all payments made by the Manager to GMAC. At December 31, 2007, the Installment Payment is $3,000 payable

over three years. The Company is not required to accrue for this contingent liability.

NOTE 15 STOCK PLANS

The Company has adopted a stock option plan (the “1998 Stock Option Plan”) that provides for the grant of both

qualified incentive stock options that meet the requirements of Section 422 of the Code and non-qualified stock options,

stock appreciation rights and dividend equivalent rights. Stock options may be granted to the Manager, directors and offi-

cers of the Company and directors, officers and key employees of the Manager and to any other individual or entity per-

forming services for the Company.
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The exercise price for any stock option granted under the 1998 Stock Option Plan may not be less than 100%

of the fair market value of the shares of Common Stock at the time the option is granted. Each option must terminate no

more than ten years from the date it is granted and have vested over either a two or three-year period. Subject to anti-

dilution provisions for stock splits, stock dividends and similar events, the 1998 Stock Option Plan authorizes the grant of

options to purchase up to an aggregate of 2,470,453 shares of Common Stock.

The following table summarizes information about options outstanding under the 1998 Stock Option Plan:

2007 2006 2005

Weighted- Weighted- Weighted-
Average Average Average

Shares Exercise Price Shares Exercise Price Shares Exercise Price

Outstanding at January 1 1,392,151 $14.98 1,417,851 $14.87 1,417,851 $14.87

Granted — — — — — —

Exercised — — (24,700) 8.45 — —

Retired 79,750 15.34 (1,000) 11.81 — —

Outstanding at December 31 1,312,401 $14.96 1,392,151 $14.98 1,417,851 $14.87

Options exercisable
at December 31 1,312,401 $14.96 1,392,151 $14.98 1,417,851 $14.87

The following table summarizes information about options outstanding under the 1998 Stock Option Plan at

December 31, 2007:

Weighted Average
Exercise Price Options Outstanding Remaining Life (Years) Options Exercisable

$8.44 8,000 1.2 8,000

11.81 2,000 6.4 2,000

15.00 1,290,851 0.2 1,290,851

15.83 11,550 0.2 11,550

$7.82-$15.83 1,312,401 0.3 1,312,401

There were no options granted in 2007, 2006 or 2005. Shares of Common Stock available for future grant under

the 1998 Stock Option Plan at December 31, 2007 were 855,252.

The Company adopted 2006 Stock Award and Incentive Plan (the “2006 Stock Plan”) which enables a commit-

tee of the Board of Directors of the Company to make discretionary grants of stock options, stock appreciation rights,

shares of restricted stock, performance shares, performance units or other share-based awards to selected employees

and independent contractors of the Company and its subsidiaries and of the Manager, and to the Manager.

A total of 2,816,927 shares of the Company’s Common Stock are reserved for issuance under the 2006 Stock Plan.

Shares issued under the 2006 Stock Plan may be authorized but unissued shares. If any shares of Common Stock subject

to an award granted under the 2006 Stock Plan are forfeited, cancelled, exchanged or surrendered or if an award termi-

nates or expires without a distribution of shares, or if shares of Common Stock are surrendered or withheld as payment of

either the exercise price of an award and/or withholding taxes in respect of an award, those shares of Common Stock will

again be available for awards under the 2006 Stock Plan. The 2006 Stock Plan will terminate on February 24, 2016.
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The following table summarizes shares that have been issued under the 2006 Stock Plan during 2007 and 2006:

2007 2006

Incentive fees 220,440 189,077

lncentive fees—stock based 289,155 —

Director compensation 5,000 5,000

Total shares issued 514,595 194,077

Shares of Common Stock available for future grant under the 2006 Stock Plan at December 31, 2007 were

2,108,255.

NOTE 16 DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

The Company accounts for its derivative investments under FAS 133, as amended, which establishes account-

ing and reporting standards for derivative instruments, including certain derivative instruments embedded in other con-

tracts and for hedging activities. All derivatives, whether designated in hedging relationships or not, are required to be

recorded on the consolidated statements of financial condition at estimated fair value. If the derivative is designated as a

cash flow hedge, the effective portions of any change in the estimated fair value of the derivative are recorded in other

comprehensive income (“OCI”) and are recognized on the consolidated statement of operations when the hedged item

affects earnings. Ineffective portions of changes in the estimated fair value of cash flow hedges are recognized in earn-

ings. If the derivative is designated as a fair value hedge, the changes in the estimated fair value of the derivative and of

the hedged item attributable to the hedged risk are recognized in earnings.

The Company uses interest rate swaps to manage exposure to variable cash flows on portions of its borrowings

under reverse repurchase agreements and the floating rate debt of its CDOs and as trading derivatives intended to offset

changes in estimated fair value related to securities held as trading assets. On the date on which the derivative contract

is entered, the Company designates the derivative as either a cash flow hedge or a trading derivative.

The reverse repurchase agreements bear interest at a LIBOR-based variable rate. Increases in the LIBOR rate

could negatively impact earnings. The interest rate swap agreements allow the Company to receive a variable rate cash

flow based on LIBOR and pay a fixed rate cash flow, mitigating the impact of this exposure.

Interest rate swap agreements contain an element of risk in the event that the counterparties to the agreements

do not perform their obligations under the agreements. The Company minimizes its risk exposure by entering into agree-

ments with parties rated at least A or better by nationally recognized credit rating organizations. Furthermore, the Company

has interest rate swap agreements established with several different counterparties in order to reduce the risk of credit

exposure to any one counterparty. Management does not expect any counterparty to default on their obligations.

Where the Company elects to apply hedge accounting, it formally documents all relationships between hedging

instruments and hedged items, as well as its risk-management objectives and strategies for undertaking various hedge

transactions. The Company assesses, both at the inception of the hedge and on an on-going basis, whether the deriva-

tives that are used in hedging transactions are highly effective in offsetting changes in fair values or cash flows of hedged

items. When it is determined that a derivative is not highly effective as a hedge, the Company discontinues hedge account-

ing prospectively.
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Occasionally, counterparties will require the Company or the Company will require counterparties to provide col-

lateral for the interest rate swap agreements in the form of margin deposits. Such deposits are recorded as a component

of other assets, other liabilities or restricted cash. Should the counterparty fail to return deposits paid, the Company would

be at risk for the value of that asset. At December 31, 2007, the balance of such net deposits pledged to counterparties

as collateral under these agreements totaled $35,965. At December 31, 2006, the balance of such net deposits held by

the Company as collateral under these agreements totaled $520.

2007

During 2007, the Company sold a majority of its high credit quality, liquid securities. The sales of these securi-

ties and margin calls resulted in a significant reduction in 90-day repurchase agreements. As a result of the reduction in

the balance of 90-day repurchase agreements, certain interest rate swaps that were hedging 90-day repurchase agree-

ments no longer qualified for hedge accounting. As a result, the Company reclassified $10,899 out of OCI which is included

in gain (loss) on sale of available-for-sale securities on the consolidated statements of operations. Of this amount, $5,369

was previously recorded in OCI and was being reclassified to interest expense over the weighted average remaining term

of the swaps at the time the swaps were closed. The balance of $5,530 relates to gains associated with interest rate swaps

that were closed in the third quarter of 2007.

At December 31, 2007, the Company had interest rate swaps with notional amounts aggregating $1,107,048 desig-

nated as cash flow hedges of borrowings under reverse repurchase agreements and the floating rate debt of its CDOs

which had a weighted average remaining term of 6.4 years. Cash flow hedges with an estimated fair value of $2,721 are

included in derivative instrument assets on the consolidated statements of financial condition and cash flow hedges with

an estimated fair value of $40,777 are included in derivative instrument liabilities on the consolidated statement of finan-

cial condition. This liability was collateralized with $14,860 of restricted cash equivalents recorded on the Company’s con-

solidated statements of financial condition. For the year ended December 31, 2007, the net decrease in the estimated fair

value of the interest rate swaps was $35,145, of which $488 was deemed ineffective and is included as an increase of

interest expense and $34,657 was recorded as a decrease of OCI.

During the year ended December 31, 2007, the Company terminated 15 of its interest rate swaps with a notional

amount of $778,620 that were designated as cash flow hedges of borrowings under reverse repurchase agreements.

The Company will reclassify the $4,366 gain in value from OCI to interest expense over 7.58 years, which was the weighted

average remaining term of the swaps at the time they were closed out. At December 31, 2007, the Company has, in aggre-

gate, $2,804 of net losses related to terminated swaps recorded in OCI. For the year ended December 31, 2007, $1,206

was reclassified as an increase to interest expense and $1,122 will be reclassified as an increase to interest expense for

the next twelve months.

At December 31, 2007, the Company had interest rate swaps with notional amounts aggregating $1,498,145 desig-

nated as trading derivatives which had a weighted average remaining term of 1.9 years. Trading derivatives with an esti-

mated fair value of $615 are included in derivative instrument assets on the consolidated statement of financial condition

and trading derivatives with a fair value of $1,906 are included in derivative instrument liabilities on the consolidated state-

ments of financial condition. For the year ended December 31, 2007, the net decrease in the fair value for these trading

derivatives was $1,295 and is included as an addition to loss on securities held-for-trading on the consolidated statements

of operations.

At December 31, 2007, the Company had a forward LIBOR cap with a notional amount of $85,000 and a fair value

of $195 that is included in derivative instrument assets on the consolidated statement of financial condition. The change

in estimated fair value related to this derivative is included as a component of gain (loss) on securities held-for-trading on

the consolidated statements of operations.
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2006

During the fourth quarter, the Company changed its financing strategy to emphasize the use of 90-day reverse

repurchase agreements and concurrently reduced the use of 30-day reverse repurchase agreements. The Company

expected 90-day repurchase agreements to be its primary source for short-term financings in future periods. As a result

of the reduction in the balance of 30-day reverse repurchase agreements, certain interest swaps that were hedging the

30-day reverse repurchase agreements were de-designated as hedges. As a result of the de-designation, the Company

reclassified a loss of $12,661 out of OCI which is included in de-designation of derivative instruments. Of this amount,

$9,433 previously was recorded in OCI and was being reclassified to interest expense over the weighted average remain-

ing term of the swaps at the time the swaps were closed. The balance of $3,228 relates to costs associated with interest

rate swaps that were closed or redesignated in the fourth quarter of 2006. At December 31, 2006, a loss of $8,210 remained

in OCI and $1,637 was reclassified as an increase to interest expense over the next twelve months.

At December 31, 2006, the Company had interest rate swaps with notional amounts aggregating $1,539,699 desig-

nated as cash flow hedges of borrowings under reverse repurchase agreements and the floating rate debt of its CDOs

which had a weighted average remaining term of 7.5 years. Cash flow hedges with an estimated fair value of $24,290 were

included in derivative instrument assets on the consolidated statement of financial condition and cash flow hedges with

an estimated fair value of $11,012 were included in derivative instrument liabilities on the consolidated statement of finan-

cial condition. This liability was collateralized with the restricted cash equivalents recorded on the Company’s consolidated

statement of financial condition. For the year ended December 31, 2006, the net change in the estimated fair value of the

interest rate swaps was an increase of $2,699, of which $262 was deemed ineffective and was included as an increase of

interest expense and $2,961 was recorded as an increase of OCI.

At December 31, 2006, the Company had interest rate swaps with notional amounts aggregating $446,599 desig-

nated as trading derivatives which had a weighted average remaining term of 7.6 years. Trading derivatives with an esti-

mated fair value of $3,294 were included in derivative instrument assets on the consolidated statements of financial

condition and trading derivatives with a fair value of $1,537 were included in derivative instrument liabilities on the con-

solidated statements of financial condition. For the year ended December 31, 2006, the change in fair value for these trad-

ing derivatives was an increase of $717 and was included as an addition to gain on securities held-for-trading on the

consolidated statements of operations.

At December 31, 2006, the Company had a forward LIBOR cap with a notional amount of $85,000 and a fair value

of $211 that was included in derivative instrument assets on the consolidated statement of financial condition. The change

in estimated fair value related to this derivative is included as a component of gain (loss) on securities held-for-trading on

the consolidated statements of operations.
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FOREIGN CURRENCY

Foreign currency agreements at December 31, 2007 and 2006 consisted of the following:

AT DECEMBER 31, 2007

Estimated Fair Value Unamortized Cost Average Remaining Term

Currency swaps $(12,060) — 7.5 years

CDO currency swaps 9,967 — 9.9 years

Forwards 4,041 — 23 days

AT DECEMBER 31, 2006

Estimated Fair Value Unamortized Cost Average Remaining Term

Currency swaps $ 1,179 — 12.53 years

CDO currency swaps (1,418) — 12.53 years

Forwards (2,659) — 10 days

The U.S. dollar is considered the functional currency for the Company and certain of its international subsidiaries.

Foreign currency transaction gains or losses are recognized in the period incurred and are included in foreign currency

gain (loss) on the consolidated statements of operations. The Company recorded foreign currency gain (loss) of $6,272,

$2,161, and $(134) for the years ended December 31, 2007, 2006 and 2005, respectively.

NOTE 17 NET INTEREST INCOME

The following is a presentation of the Company net interest income for the year ended December 31, 2007, 2006

and 2005:

YEAR ENDED DECEMBER 31,

2007 2006 2005

Interest Income:

Interest from securities available-for-sale $195,904 $171,686 $141,113

Interest from commercial mortgage loans 69,981 41,773 23,183

Interest from commercial mortgage loan pools 52,037 52,917 54,025

Interest from securities held-for-trading 2,657 7,207 11,370

Interest from cash and cash equivalents 5,857 2,403 2,077

Total interest income 326,436 275,986 231,768

Interest Expense 241,000 212,388 163,458

Net interest income $ 85,436 $ 63,598 $ 68,310
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NOTE 18 NET INCOME PER SHARE

Net income per share is computed in accordance with SFAS No. 128, Earnings Per Share (“FAS 128”). Basic

income per share is calculated by dividing net income available to common stockholders by the weighted average num-

ber of shares of Common Stock outstanding during the period. Diluted income per share is calculated using the weighted

average number of shares of Common Stock outstanding during the period plus the additional dilutive effect of common

stock equivalents. The dilutive effect of outstanding stock options is calculated using the treasury stock method, and the

dilutive effect of preferred stock is calculated using the “if converted” method.

FOR THE YEAR ENDED DECEMBER 31,

2007 2006 2005

Numerator:

Net income available to common stockholders $72,320 $75,079 $65,205

Numerator for basic and diluted earnings per share $72,320 $75,079 $65,205

Denominator:

Denominator for basic earnings per share—
weighted average common shares outstanding 61,136,269 57,182,434 54,144,243

Dilutive effect of stock options 1,684 2,364 8,577

Dilutive effect of stock based incentive fee 237,240 216,866 —

Denominator for diluted earnings per share—
weighted average common shares outstanding and
common stock equivalents outstanding 61,375,193 57,401,664 54,152,820

Basic net income per weighted average common share: $1.18 $1.31 $1.20

Diluted net income per weighted average common stock
and common stock equivalents: $1.18 $1.31 $1.20

Total anti-dilutive stock options and warrants excluded from the calculation of net income per share were

1,304,401, 1,380,151, and 1,375,151 for the years ended December 31, 2007, 2006 and 2005, respectively.

The convertible senior notes offering of $80,000 on August 29, 2007 were determined to be anti-dilutive for the

year ended December 31, 2007. For the year ended December 31, 2007, the anti-dilutive weighted average common share

equivalents that were excluded from the above calculation of diluted net income per share were 2,458,680.
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NOTE 19 SUMMARIZED QUARTERLY RESULTS (UNAUDITED)

The following is a presentation of quarterly results of operations:

QUARTERS ENDING

March 31 June 30 September 30 December 31

2007 2006 2007 2006 2007 2006 2007 2006

Total Income $83,358 $71,743 $94,093 $77,441 $91,434 $74,553 $89,644 $ 79,680

Expenses:

Interest 55,839 46,524 60,085 51,358 62,525 56,060 62,551 58,446

Management fee and Other 8,258 5,323 9,248 6,638 5,594 5,320 4,421 8,549

Total Expenses 64,097 51,847 69,333 57,996 68,119 61,380 66,972 66,995

Gain (loss) on sale of securities
available-for-sale 6,750 32 158 (93) (1,331) 446 (261) 28,647

Dedesignation of derivative instruments — — — — — — — (12,661)

Gain (loss) on securities held-for-trading (17) 950 388 1,365 (4,435) (18) (1,087) 957

Foreign currency gain 1,484 43 1,371 271 775 682 2,642 1,165

Loss on impairment of assets (1,198) (781) (2,900) (4,653) (2,938) (361) (5,433) (2,085)

Income from continuing operations 26,280 20,140 23,777 16,335 15,386 13,922 18,533 28,708

Income from discontinued operations — — — 1,366 — — — —

Net income $26,280 $20,140 $23,777 $17,701 $15,386 $13,922 $18,533 $ 28,708

Dividends on preferred stock 2,277 1,348 3,127 1,348 3,127 1,348 3,125 1,348

Net income available to
common stockholders $24,003 $18,792 $20,650 $16,353 $12,259 $12,574 $15,408 $ 27,360

Net income per share

Basic $ 0.41 $ 0.33 $ 0.35 $ 0.29 $ 0.19 $ 0.22 $ 0.24 $ 0.47

Diluted $ 0.41 $ 0.33 $ 0.34 $ 0.29 $ 0.19 $ 0.22 $ 0.24 $ 0.47

Net income from continuing operations
per share of Common Stock,
after preferred dividends

Basic $ 0.41 $ 0.33 $ 0.35 $ 0.27 $ 0.19 $ 0.22 $ 0.24 $ 0.47

Diluted $ 0.41 $ 0.33 $ 0.34 $ 0.27 $ 0.19 $ 0.22 $ 0.24 $ 0.47

Income from discontinued operations
per share of Common Stock

Basic — — — $ 0.02 — — — —

Diluted — — — $ 0.02 — — — —
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NOTE 20 CURRENT AND SUBSEQUENT EVENTS IN THE CREDIT MARKETS

The ongoing weaknesses in the subprime mortgage sector and in the broader mortgage market have resulted in

reduced liquidity for mortgage-backed securities. Although this reduction in liquidity has been directly linked to subprime

residential assets, to which the Company continues to have no direct exposure, there has been an overall reduction in

liquidity across the credit spectrum of commercial and residential mortgage products. The Company received and funded

margin calls totaling $82,570 during 2007, $73,793 from January 1, 2008 through March 10, 2008, and will fund another

$11,118 on March 14, 2008. The Company’s ability to maintain adequate liquidity is dependent on several factors, many

of which are outside of the Company’s control, including the Company’s continued access to credit facilities on accept-

able terms, the Company’s compliance with REIT distribution requirements, the timing and amount of margin calls by

lenders that are dependent on the Company’s investments, the valuation of the Company’s investments and credit risk of

the underlying collateral.

The aforementioned market factors could adversely affect one or more of the Company’s repurchase counter-

parties providing funding for the Company’s portfolio and could cause one or more of the Company’s counterparties to

be unwilling or unable to provide the Company with additional financing. This could potentially increase the Company’s

financing costs and reduce the Company’s liquidity. If one or more major market participants fails or decides to withdraw

from the market, it could negatively affect the marketability of all fixed income securities, and this event could negatively

affect the value of the securities in the Company’s portfolio, thus reducing the Company’s net book value. Furthermore,

if many of the Company’s counterparties are unwilling or unable to provide the Company with additional financing, the

Company could be forced to sell its investments at a time when prices are depressed. If this were to occur, it potentially

could have a negative impact on the Company’s compliance with the REIT asset and income tests necessary to fulfill the

Company’s REIT qualification requirements. In addition, the distribution requirements under the REIT provisions of the Code

limit the Company’s ability to retain earnings and thereby replenish or increase capital committed to its operations.

In addition, the Company’s liquidity also may be adversely affected by margin calls under the Company’s repur-

chase agreements and credit facilities that are dependent in part on the valuation of the collateral to secure the financing.

The Company’s repurchase agreements and credit facilities allow the lender, to varying degrees, to revalue the collateral

to values that the lender considers to reflect market. If a counterparty determines that the value of the collateral

has decreased, it may initiate a margin call requiring the Company to post additional collateral to cover the decrease.

When subject to such a margin call, the Company repays a portion of the outstanding borrowing with minimal notice.

The Company has hedged a significant amount of its portfolio to offset market value declines due to changes in interest

rates but is exposed to market value fluctuations due to spread widening. A significant increase in margin calls as a result

of spread widening could harm the Company’s liquidity, results of operations, financial condition and business prospects.

Additionally, in order to obtain cash to satisfy a margin call, the Company may be required to liquidate assets at a disad-

vantageous time, which could cause the Company to incur further losses and consequently adversely affect its results of

operations and financial condition.

To date, the credit performance of the Company’s investments remains consistent both with the Company’s

expectations and with the broader commercial real estate finance industry experience; nevertheless, subsequent to

December 31, 2007, the capital markets have been marking down the value of all credit sensitive securities regardless of

performance. The Company believes it has sufficient sources of liquidity to fund operations for the next twelve months.
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The Company’s ability to meet its long-term (greater than twelve months) liquidity requirements is subject to obtain-

ing additional debt and equity financing. Any decision by the Company’s lenders and investors to provide the Company

with financing will depend upon a number of factors, such as the Company’s compliance with the terms of its existing credit

arrangements, the Company’s financial performance, industry or market trends, the general availability of and rates

applicable to financing transactions, such lenders’ and investors’ resources and policies concerning the terms under which

they make capital commitments and the relative attractiveness of alternative investment or lending opportunities.

NOTE 21 LOAN FROM AFFILIATE

On February 29, 2008, the Company entered into a binding loan commitment letter (the “Commitment Letter”)

with BlackRock HoldCo 2, Inc. (“HoldCo 2”), pursuant to the terms of which HoldCo 2 or its affiliates (together, the “Lender”)

commits to provide a revolving credit loan facility (the “Facility”) to the Company for general working capital purposes.

HoldCo 2 is a wholly-owned subsidiary of BlackRock, Inc., the parent of BlackRock Financial Management, Inc., the man-

ager of the Company.

On March 7, 2008, the Company and HoldCo 2 entered into the credit agreement. The Facility has a term of

364 days with two 364-day extension periods, subject to the Lender’s approval. The Facility is collateralized by a pledge

of equity shares that the Company holds in Carbon II. The principal amount of the Facility is the lesser of $60,000

or a number determined in accordance with a borrowing base calculation equal to 60% of the value of the shares of

Carbon II that are pledged to secure the Facility.

The interest rate payable on the Facility generally shall be a variable rate equal to LIBOR plus 2.5%. The fee

letter, dated February 29, 2008, between the Company and HoldCo 2, sets forth certain terms with respect to fees.

Amounts borrowed under the Facility may be repaid and reborrowed from time to time. The Company, however,

has agreed to use commercially reasonable efforts to obtain other financing to replace the Facility and reduce the out-

standing balance.

The terms of the Facility gives the Lender the option to purchase from the Company the shares of Carbon II that

serve as collateral for the Facility, up to the Facility commitment amount, at a price equal to the fair market value (as deter-

mined by the terms of the credit agreement) of those shares, unless the Company elects to prepay outstanding loans under

the Facility in an amount equal to the Lender’s desired share purchase amount and reduce the Facility’s commitment amount

accordingly, which may require termination of the Facility. If any loans are outstanding at the time of such purchase, the

share purchase amount shall be reduced by the amount, and applied towards the repayment, of all outstanding loans (and

the reduction of the Facility’s commitment amount) in the same manner as if the Company had prepaid such loans, and the

balance of the share purchase amount available after such repayment, if any, shall be paid to the Company.

On March 7, 2008, the Company borrowed $37,500 under the Facility.
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SELECTED FINANCIAL DATA

The selected financial data set forth below at and for the years ended December 31, 2007, 2006, 2005, 2004,

and 2003 has been derived from the Company’s audited consolidated financial statements. This information should be

read in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and

the audited consolidated financial statements and notes thereto. The Company derived the selected financial data as of

December 31, 2005, 2004 and 2003 and for each of the two years in the period ended December 31, 2004 from the

Company’s audited consolidated financial statements and notes thereto not included elsewhere in this report.

YEAR ENDED DECEMBER 31,

(In thousands, except per share data) 2007 2006 2005 2004 2003

Operating Data:

Interest income $ 326,436 $ 275,986 $ 231,768 $ 194,967 $ 159,456

Earnings from equity investments 32,093 27,431 12,146 8,899 4,322

Interest expense 241,000 212,388 163,458 128,166 83,249

Other operating expenses 27,521 25,830 19,181 12,383 11,707

Other gain (loss)(1) (6,032) 13,906 9,322 (20,125) (77,464)

Income from continuing operations 83,976 79,105 70,597 43,192 (8,642)

Income from discontinued operations(2) — 1,366 — — —

Net income (loss) 83,976 80,471 70,597 43,192 (8,642)

Net income (loss) available
to common stockholders 72,320 75,079 65,205 25,768 (16,386)

Net income (loss) from continuing
operations per share of Common Stock

Basic 1.18 1.29 1.20 0.50 (0.34)

Diluted 1.18 1.29 1.20 0.50 (0.34)

Income from discontinued operations
per share of Common Stock

Basic — 0.02 — — —

Diluted — 0.02 — — —

Net income (loss):

Basic 1.18 1.31 1.20 0.50 (0.34)

Diluted 1.18 1.31 1.20 0.50 (0.34)

Balance Sheet Data (at period end):

Total assets 5,247,710 5,218,263 4,234,825 3,729,134 2,398,846

Total liabilities 4,796,339 4,562,154 3,636,807 3,215,396 1,981,416

Total stockholders’ equity 451,371 656,109 598,018 513,738 417,430

(1) Other gains (losses) for the year ended December 31, 2007 of $(6,032) consist primarily of a loss of $(12,469) related to impairments on assets, a loss of
$(5,151) related to securities held-for-trading, a gain of $6,272 related to foreign currency, and a gain of $5,316 related to the sale of securities available-
for-sale. Other gains (losses) for the year ended December 31, 2006 of $13,906 consist primarily of a loss of $(7,880) related to impairments on assets,
a gain of $3,254 related to securities held-for-trading, a gain of $2,161 related to foreign currency, a loss of $(12,661) related to a change in the Company’s
hedging policy and a gain of $29,032 related to the sale of securities available-for-sale. Other gains (losses) for the year ended December 31, 2005 of
$9,322 consist primarily of a loss of $(5,088) related to impairments on assets and a gain of $16,543 related to securities available-for-sale. Other gains
(losses) for the year ended December 31, 2004 of $(20,125) consist primarily of a gain of $17,544 related to securities available-for-sale, a loss of $(26,018)
related to impairments on assets and a loss of $(11,464) related to securities held-for-trading. Other gains (losses) for the year ended December 31, 2003
of $(77,464) consist primarily of a loss of $(32,426) related to impairments on assets and a loss of $(38,206) related to securities held-for-trading.

(2) The Company purchased a defaulted loan from a Controlling Class CMBS trust during the first quarter of 2006. The Company sold the property during
the second quarter of 2006 and recorded a gain from discontinued operations of $1,366 on its consolidated statement of operations.
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COMMON STOCK AND MARKET DATA

The Company’s Common Stock has been listed on the New York Stock Exchange and traded under the symbol

“AHR” since its initial public offering in March 1998. The following table sets forth, for the periods indicated, the high, low

and last sale prices in dollars on the New York Stock Exchange for the Company’s Common Stock and the dividend per

share declared by the Company.

Dividends
High Low Last Sale Declared

2007

Fourth Quarter $10.20 $ 6.67 $ 7.24 $0.30

Third Quarter 12.11 6.53 9.10 0.30

Second Quarter 12.94 11.50 11.70 0.30

First Quarter 14.08 11.01 12.00 0.29

2006

Fourth Quarter $14.48 $10.77 $12.73 $0.29

Third Quarter 13.57 11.65 12.86 0.29

Second Quarter 12.44 10.25 12.16 0.29

First Quarter 11.28 10.34 10.98 0.28

On March 10, 2008, the closing sale price for the Company’s Common Stock, as reported on the New York Stock

Exchange, was $5.27. At February 22, 2008, there were approximately 1,053 record holders of the Company’s Common

Stock. This figure does not reflect beneficial ownership of shares held in nominee name.

Information relating to the Company’s equity compensation plans in the Company’s definitive proxy statement for its

2008 Annual Meeting of Stockholders (the “Proxy Statement”), to be filed with the SEC, is incorporated herein by reference.

ISSUER PURCHASES OF EQUITY SECURITIES

Total Number of Shares
Purchased as Part of Maximum Number of

Total Number Average Price Publicly Announced Shares That May Yet
of Shares Purchased Paid per Share Plans or Programs Be Purchased

January 2007 — — — —

February 2007 — — — —

March 2007 — — — —

April 2007 — — — —

May 2007 — — — —

June 2007 — — — —

July 2007 — — — —

August 2007 1,307,189 $9.18 — —

September 2007 — — — —

October 2007 — — — —

November 2007 — — — —

December 2007 — — — —

Total 1,307,189 $9.18 — —
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On August 23, 2007, the Company repurchased 1,307,189 shares of its Common Stock on the open market

at $9.18 per share, the closing sales price of the Company’s Common Stock on the New York Stock Exchange on

August 23, 2007. The repurchase settled on August 29, 2007. The Company used approximately $12,100 of the net

proceeds from its Rule 144A sale of convertible senior notes in August 2007 to effect this repurchase.

RECENT SALES OF UNREGISTERED SECURITIES

During the year ended December 31, 2007, the Company issued 514,595 shares of unregistered Common Stock

with an aggregate value of $6,169 as follows. Pursuant to resolutions of the Board of Directors which authorized that a

portion of incentive fees earned by the Manager may be paid in shares of the Company’s Common Stock, the Company

issued 509,595 restricted shares to the Manager under the Company’s 2006 Stock Award and Incentive Plan (the “2006

Stock Plan”) and pursuant to the provision of the amended and restated investment advisory agreement between the

Company and the Manager (the “Management Agreement”) providing that 30% of the Manager’s incentive fees earned

under the Management Agreement shall be paid in shares of the Company’s Common Stock subject to certain provisions

under the Management Agreement and the 2006 Stock Plan. The Company issued 5,000 shares to its unaffiliated direc-

tors pursuant to its annual grant of restricted stock to unaffiliated directors as part of their annual compensation.

The issuances of Common Stock were made in reliance upon the exemption from registration under Section 4(2) of the

Securities Act.
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COMMON STOCK PERFORMANCE GRAPH

TOTAL RETURN PERFORMANCE

The following graph compares the cumulative total stockholder return on the Common Stock of the Company

from December 31, 2002 through December 31, 2007, with the cumulative total return of the Nasdaq Composite Index

(“NASDAQ Composite”), the Russell 2000 Index (the “Russell 2000”) and the SNL Finance REIT Index, for the same period.

The graph assumes the investment of $100 in the Common Stock of the Company and in each index, for comparative

purposes. Total return equals appreciation in stock price plus dividends paid, and assumes that all dividends are rein-

vested. The following information has been obtained from sources believed to be reliable, but neither its accuracy nor its

completeness is guaranteed. The performance graph is not necessarily indicative of future investment performance.
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Index 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07

Anthracite Capital, Inc. 100.00 110.67 139.19 130.88 173.70 111.22

NASDAQ Composite 100.00 150.01 162.89 165.13 180.85 198.60

Russell 2000 100.00 147.25 174.24 182.18 215.64 212.26

SNL Finance REIT Index(1) 100.00 151.01 188.30 150.66 190.84 118.68
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(1) As of March 17, 2008, the SNL Finance REIT Index  (formerly known as the SNL All MBS REIT Index) comprised the following companies: Arbor Realty
Trust Inc.; American Church Mortgage; American Home Mortgage Investment Corp.; American Mortgage Acceptance Company; Annaly Capital
Management, Inc.; Anthracite Capital, Inc.; Anworth Mortgage Asset Corporation; Alesco Financial Inc.; Bimini Capital Management, Inc.; BRT Realty Trust;
Capital Alliance Income Trust Ltd.; Capital Trust, Inc.; CapitalSource, Inc.; Capstead Mortgage Corporation; Care Investment Trust, Inc.; CBRE Realty
Finance, Inc.; Chimera Investment Corp.; Crystal River Capital Corp.; Deerfield Capital Corp.; Dynex Capital Inc.; Gramercy Capital Corporation; Hanover
Capital Mortgage Holdings, Inc.; HomeBanc Corporation; Impac Mortgage Holdings, Inc.; iStar Financial Inc.; JER Investors Trust Inc.; Luminent Mortgage
Capital, Inc.; MFA Mortgage Investments, Inc.; Newcastle Investment Corp.; New Century Financial Corporation; NorthStar Realty Finance Corporation;
New York Mortgage Trust Inc.; Origen Financial Inc.; Quadra Realty Trust Inc.; RAIT Investment Trust; Redwood Trust, Inc.; Resource Capital Corp.; and
Thornburg Mortgage, Inc.
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